IMMIGRATION POLICY CENTER

...providing factual information about immigration and immigrants in America

For more information contact:
Tim Vettel

tvettel@ailf.org
202-742-5608

The Economic Impact of Immigration

Most studies claiming to calculate the net “costs” of immigration to the U.S. economy suffer
from one or more fatal flaws:

They rely upon single-year “snapshots” of the immigrant population that fail to account
for the fact that the income levels and tax contributions of immigrants increase over time
and from generation to generation;

They count the education and care of the U.S.-born children of immigrants as “costs”
incurred by immigrant households, but classify these same children as “natives” when
they are working, tax-paying adults;

They do not consider economic contributions such as consumer purchasing power and the
formation of businesses, both of which create jobs and provide federal, state and local
governments with additional revenue through sales, income, business, and property taxes;

They assign inappropriate “costs” to immigrants such as federal expenditures for border
enforcement.

More comprehensive studies that seek to avoid these pitfalls have found that...

...Immigrants are a net fiscal benefit to the U.S. economy

» According to a 1997 study by the National Research Council, “The average fiscal impact

of immigrants...is positive in part because they tend to arrive at young working ages, in
part because their descendants are expected to have higher skills and incomes, in part
because they pay taxes for some items, such as national defense and interest on the
federal debt, for which they do not impose costs, and in part because they will help to pay
the public costs of the aging baby-boom generations.”'

The National Research Council study concluded that “the economic benefits of
immigration run as much as $10 billion a year. In addition, the economic benefits of
immigration that operate only through lower prices, without displacing or disadvantaging
competitive domestic labor, add to the positive effects of immigration.”

The 2002 Economic Report of the President estimates that immigrants made a net
contribution to the U.S. Gross Domestic Product of “between $1 billion and $14 billion”
in 2000.?
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...Immigrants pay more in taxes than they consume in public benefits

» The National Research Council estimated in 1997 that “the average immigrant pays
nearly $1,800 more in taxes than he or she costs in benefits.”* However, the net tax
contribution of an immigrant and his or her descendants is $80,000: +$105,000 at the
federal level, but -$25,000 at the state level.

» The National Research Council concluded that immigration has different fiscal impacts at
the state and federal levels primarily for two reasons: “First, state and local investments
in education pay off in higher tax payments later in life, although only a portion of the
payoff is at the state and local level; the remainder is at the federal level, where tax
payments are also raised. Second, at the state and local level, an individual or a household
typically first receives costly services and transfers, particularly for education, and then in
a sense pays for them later in life through taxes...At the federal level, the opposite
occurs: workers pay taxes first, and receive their pension and health care benefits about
30 years later on average.”

» According to a 1998 study by the National Immigration Forum and the Cato Institute,
immigrant households and businesses paid $162 billion in taxes to federal, state, and
local governments in 1997. The study found that immigrants become net economic
contributors after 10 to 15 years in the United States.’

...Immigrants contribute to the Social Security system

» The Social Security Administration (SSA) concluded in 2001 that undocumented
immigrants “account for a major portion” of the billions of dollars paid into the Social
Security system under names or social security numbers that don’t match SSA records
and which payees therefore can never draw upon.® As of July 2002, these payments

totaled $374 billion.’

» A 2005 study by the National Foundation for American Policy calculated that “over the
next 50 years, new legal immigrants entering the United States will provide a net benefit
of $407 billion in present value to America’s Social Security system.”"’

...Immigrants create jobs

» According to a 1994 Urban Institute study, “immigrants create more jobs than they
themselves fill. They do so directly by starting new businesses and indirectly through
their expenditures on U.S. goods and services.”"!

» According to the Selig Center for Economic Growth at the University of Georgia, Latino
buying power totaled $798 billion in 2006 and is expected to increase to $1.2 trillion by
2011."* Asian buying power totaled $427 billion in 2006 and is expected to increase to
$622 billion by 2011."



» According to the U.S. Census Bureau, in 2002, 1.6 million Hispanic-owned firms
provided jobs to 1.5 million employees, had receipts of $222 billion, and generated
payroll of $36.7 billion."* The same year, 1.1 million Asian-owned firms provided jobs to
2.2 milllsion employees, had receipts of $326.4 billion, and generated payroll of $56
billion.

» Given that 40 percent of the 41.9 million Latinos and 67.3 percent of the 12.5 million
Asians in the United States were foreign-born as of 2005,'° this amounts to hundreds of
billions of dollars in immigrant purchasing power and entrepreneurship.

» A 2002 study by the Center for Urban Economic Development at the University of
Chicago found that undocumented immigrants in the Chicago metropolitan area alone
spent $2.89 billion in 2001. These expenditures stimulated “an additional $2.56 billion in
local spending,” for a total of $5.45 billion in additional spending, or 1.5% of the Gross
Regional Product. This spending, in turn, sustained 31,908 jobs in the local economy.'’

» A 2005 report from the Ewing Marion Kauffman Foundation found that “immigrants
have substantially higher rates of entrepreneurship than U.S.-born individuals.” During
the 1996-2004 period, 0.46 percent of immigrants created a new business, compared to
0.35 percent of natives.'®

...Immigrants are a driving force in the housing market

» According to Harvard University’s Joint Center for Housing Studies, in 2001 there were
more than 5.7 million foreign-born homeowners in the United States, representing $1.2
trillion in home value and $876 billion in home equity.'” In addition, “household growth,
the primary driver of housing demand, may well exceed 12 million between 2000 and
2010” and immigrants will “contribute more than one-quarter of this net increase.””’

...Immigrants do not undermine the wages of most native-born workers

» Harvard economist George J. Borjas, who is now commonly cited by critics of
immigration, concluded earlier in his career that “modern econometrics cannot detect a
single shred of evidence that immigrants have a sizable adverse impact on the earnings
and employment opportunities of natives in the United States.”'

» The National Research Council concluded in 1997 that “the impact of immigration on the
wages of competing native-born workers is small—possibly reducing them by only 1 or 2
percent™ and that “the numerically weak relationship between native wages and
immigration is observed across all types of native workers, white and black, skilled and
unskilled, male and female.””

» A 2006 study by University of California, Davis, economist Giovanni Peri found that
because immigrant workers generally “complement”—rather than substitute for—native
workers in terms of their education and skills, immigration tends to increase the
productivity, and therefore the wages, of natives. According to Peri, between 1990 and



2004, the 90 percent of native-born workers with at least a high-school diploma
experienced wage gains from immigration ranging from 0.7 percent to 3.4 percent,
depending on education. Native-born workers without a high-school diploma lost only
1.1 percent of their real yearly wages due to immigration.**

» A 2004 study by University of California, Berkeley, economist David Card found that,
despite the large influx of immigrants without a high-school diploma from 1980 to 2000,
the wages of U.S.-born workers without a diploma relative to the wages of U.S.-born
workers with a diploma “remained nearly constant.”*

...Immigrants climb the socioeconomic ladder

» According to a 2003 RAND Corporation study, “2nd and 3rd-generation Hispanic men
have made great strides in closing their economic gaps with native whites. The reason is
simple: each successive generation has been able to close the schooling gap with native
whites which then has been translated into generational progress in incomes. Each new
Latino generation not only has had higher incomes than their forefathers, but their
economic status converged toward the white men with whom they competed.”*°

» The 2001 Urban Institute study found that “By the second generation, immigrants overall
end up doing as well as, or in some instances, better than third generation non-Hispanic
white natives in terms of their educational attainment, labor force participation, wages,
and household income.”’
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